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General Business Conditions 


HE quieting of demand and the check 
to the price rise during the past two 
months have made a considerable im- 
pression on business sentiment, but it 
would be hard to show that they have 
had any substantial effects on production and 
employment or that they have altered the over- 
all outlook to a major extent. Industrial activity 
holds at or close to the peak reached in March, 
when the Federal Reserve Board’s production 
index set a new peacetime record at 223 (1935- 
39 = 100). Employment figures are correspond- 
ingly high. The manufacturing industries at the 
end of March had unfilled orders of $51.4 bil- 
lion, according to Department of Commerce fig- 
ures, compared with $21.8 billion a year ago. 
With backlogs of this size, and armament or- 
ders to be placed at an accelerated rate, the 
industrial outlook obviously is strong. In his 
message to Congress April 26, asking for revis- 
ion and extension of the Defense Production 
Act, President Truman said the Government has 
placed orders for equipment, facilities and sup- 
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plies totalling over $26 billion since June 1950. 
He added that over $58 billion more in orders 
are to be placed before the end of June 1952. 
It will be many months before production of 
finished arms reaches heavy volume, but actual 
defense outlays are now at the rate of nearly 
$30 billion annually, and meanwhile plant con- 
struction, teoling up, and hiring and training 
of workers proceed. 

These figures point up the fact that, while the 
consumers’ goods boom has slowed down, the 
capital goods boom, derived from plant and 
equipment expenditures, heavy construction 
and defense orders, is unchecked. Fluctuations 
in business investment, comprising capital goods 
expenditures and inventories, are the most com- 
mon causes of overall business fluctuations in 
a modern industrial society. It would be hard 
to predict the nature and extent of inventory 
changes in the months to come, but the current 
rate of investment in plant and equipment 
plainly has some time to run. 


Consumers’ Goods Overstocked 


In some lines of consumers’ goods the evi- 
dence is clear that markets are saturated, mer- 
chants are overstocked and overcommitted, and 
business has been borrowed from the future. 
The attitude of buyers both at retail and whole- 
sale has changed. For a time people were think- 
ing only of shortages and inflated demand. Now 
they have begun to think also of the immense 
productive power of this country, and of the let- 
down that according to experience often follows 
anticipatory buying and inventory buildup. Re- 
tailers are finding it necessary to put on pro- 
motions to stimulate sales. They are allowing 
commitments to decline, which reduces activity 
in wholesale markets. 

Automobile sales show hesitation, and used 
car prices have been easy during April, a month 
in which seasonal influences should keep them 
strong. Building statistics suggest that residen- 
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tial construction has passed its peak, certainly 
after seasonal adjustment of the figures and per- 
haps in absolute terms; for housing starts in 
March were lower than in March last year, and 
early figures on April residential contracts were 
below a year ago. 

It is interesting to note that what seems to 
be feared now is not, in the main, a “conversion 
recession”, meaning a drop caused by the shift 
of materials and labor from normal use to de- 
fense work. This necessary shift might leave 
pools of unemployed people and facilities not 
readily transferrable to arms production, and 
last fall the danger of a decline due to these 
frictions was much discussed. The current anx- 
iety, however, is that demand, in an inevitable 
reaction from the boom, may fall short of 
production, and that the effect on the general 
situation may be intensified by a change from 
stocking up to liquidation, with possible accom- 
panying losses. 

Any upsurge of consumer and mercantile buy- 
ing on the scale that the country has seen twice 
since last June must be expected to bring reac- 
tion to correct overstocking and overcommit- 
ments. The extent of the reaction, however, will 
necessarily be influenced by underlying con- 
ditions as to employment and buying power. 
While people have work at high wages they will 
not continuously abstain from buying, and cor- 
rective liquidation can be spread over time and 
proceed in an orderly way. This is the signifi- 
cance, for the general situation, of the assured 
activity in the heavy industries and of the ac- 
celerating defense expenditures to come. Mer- 
chants can look ahead as well as other people 
and their inventory policy will be influenced 
accordingly. 

Manufacturers’ inventories have aroused less 
concern than mercantile stocks, although they 
reached another new peak of $36.6 billion at the 
end of March. Against these inventories, man- 
ufacturers had unfilled orders approximately 
half as large again, as the figures given in the 
first paragraph of this Letter show. A year earl- 
ier inventories exceeded unfilled orders by ap- 
proximately a third. 


An Official Forecast 


President Truman’s message to Congress on 
April 26 includes what is in effect an official 
business forecast. He said that “tax, credit and 
price and wage control actions have taken hold”. 
He noted that production has increased sub- 
stantially, the i wave has —at least for the 

oO 


time being — died down, and the upward rush 


of prices has been checked. He went on to say, 
“We are now having something of a breathing 
spell. But it will not last. This fall and winter 
the economy will be hit by the full impact of 
military production.” 


Doubtless the President and his economic 
advisers would not expect agreement with this 
analysis in every detail. Business men find, for 
example, more causes for the “breathing spell” 
than the message enumerates; and some will have 
reservations as to the time when the “full im- 
pact” of military production will be felt, because 
of the machine tool bottleneck which retards 
equipment of plants. In broad outline, however, 
the forecast accords with the probabilities as 
many others see them. As growing defense. ex- 
penditures add to the pressure on materials, 
labor and productive facilities, the problem is 
not likely to be a deficit of purchasing power 
relative to civilian goods, but an excess. 


The need now is to turn the breathing spell 
to advantage, and to prevent inflationary forces 
from obtaining a toehold again. The essence of 
the danger is that capital investment plus de- 
fense expenditures threaten to exceed the tax 
take plus the savings of the country — in short, 
that more will be undertaken than the country 
can produce. Influential steps, notably the Fed- 
eral Reserve policy which during the past six 
weeks has tightened credit significantly, have 
been taken. On other fronts the defenses thus 
far are less effective. Government economy and 
higher taxes are needed to balance the budget 
in fiscal 1952, and the taxes should discourage 
spending rather than saving and investment. 


To restrain the capital expenditures which 
Federal and local governments, corporations 
and people wish to make, and keep them within 
the limits of the supply of materials and labor, 
the Government has a direct weapon, namely, 
the power to grant or deny scarce materials such 
as structural steel for specific projects. These 
powers should be used rigorously, for in no 
other way can restraint be exercised so simply 
and effectively. The responsibility for using 
them, resting in the National Production Au- 
thority, is in the best possible hands. Another 
area which needs, and is receiving, reexamina- 
tion is the stockpiling program, which has been 
carried to the extreme of depriving allied coun- 
tries of materials wanted for their own arma- 
ment effort and at the same time forcing up 
prices beyond reason. 


Measures of this kind need to be supple- 
mented by credit and fiscal policy. All restric- 


tions are unwelcome to someone, but restraint 
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in nondefense capital expenditures, particularly 
of the luxury or mere convenience type, should 
have the fullest possible support. The alterna- 
tive is rigorous price and wage controls, with 
their inherent weaknesses and inequities, which 
put the economy in a straightjacket. 


First Quarter Earnings 


Reports for the first quarter issued last month 
by several hundred corporations show that in 
practically every case the dollar volume of 
business increased substantially over the first 
quarter of a year ago, before the Korean out- 
break and the resulting boom in activity and 
prices. The expansion in revenues was heavily 
offset by sharp increases in taxes, labor and 
material costs, and other operating expenses. 
Nevertheless, net income after taxes increased 
for a majority of the early reporting corporations. 

Our tabulation of the figures now available 
for 550 corporations, representative mainly of 
the larger manufacturing enterprises but includ- 
ing also a limited number in the mining, trade, 
and service industries, shows a combined total 
of net income after taxes of approximately $1,318 
million in the first quarter. This is 30 per cent 
above the total in the first quarter of 1950 — be- 
fore Korea — and about three out of every four 
individual companies showed increases. 

As compared with the fourth quarter of 1950, 
however, net income was 14 per cent lower, and 
about two out of three companies showed de- 
creases. Net income this year was, in fact, con- 
siderably lower than in either the third or fourth 





quarter of 1950, as may be seen from the follow- 
ing quarterly totals: 
1950 First quarter $1,014,000,000 
Second quarter ..-2cccnnnnnninnnnen 1,289,000,000 


Third quarter .... w« 1,480,000,000 
Fourth Quarter 22 ncccccccecccnnnmenm 1,589,000,000 


1951 First quarter 1,818,000,000 

The summary at the bottom of the page re- 
veals the highly uneven changes among different 
industrial groups. Those showing sizeable in- 
creases over a year ago include beverages, tex- 
tiles, pulp and paper, chemicals, petroleum re- 
fining, building equipment, and various metal 
products — although within these groups numer- 
ous decreases occurred. 








Manufacturers’ Costs and Taxes 

For many companies the increased business 
volume to capacity operation was accompanied 
by shrinkage in the profit margin on sales. This 
may be seen from a comparison of the relative 
changes in net income and in sales of 100 large 
manufacturing corporations reporting sales fig- 
ures. The following condensed table gives com- 
parative income data for the first quarter of the 
two years: 

Sales and Net Income of 100 Large Manufacturing 

Corporations in the First Quarters of 1950 and 1951 

(In Millions of Dollars) 


1950 1951 


Sales, ete., revenues... $6,912 $9,436 
Total costs, except taxes 6,026 7,865 


Change % Change 
+$2,524 + 37 
+ 1,839 + 31 


Income before taxes......... 886 1,571 + 685 + 17 
Fed. income & ¢.p. taxes 345 930 + 585 +170 





Net income after taxes.. $ 541 $ 641 + 100 + 18 
Taxes to income before 

CT unites aap 59% 
Net income per sales 

a 6.8¢ 








NET INCOME OF LEADING CORPORATIONS FOR THE FIRST QUARTER 
(In Thousands of Dollars) 





—— Reported Net Income After Taxes —— 
No. of First Qr. Fourth Qr. First Qr. 
Cos. Industry Groups 1950 1950 1951 


—Per Cent Change From— 
First Qr. Fourth Qr. 
1950 1950 





Food product 
Beverages 
Tobacco products 
Textiles and apparel 
Pulp and paper products 
Chemicals, paints, etc. 
Drugs, soap, cosmetics 
Petroleum products 51, »85 —12 


29 29,278 
16 
9 
29 
24 
40 
15 
23 
= Cement, glass, and stone 6 a 
18 
18 
40 
11 
40 
12 


$ 41,782 8 + —24 
30,286 —1 
20,953 —17 
27,520 i —3 
35,319 —4 

194,289 —138 
28,150 +22 





























Iron and steel 160,808 168,402 +5 


Building, heating, plumbing equipment .0...ccccecmsnnnnne 10,736 25,838 J —81 
Electrical equipment, radio and television ......cc0.00-«- sii 106,738 —88 
Machinery —8 
Office equipment 
Automobiles and parts 
Railway equipment 

9 Aircraft and parts 

58 Other metal product 

27 Miscellaneous manufacturing 


479 Total manufacturing 
82 Mining and quarrying* 
22 Trade (retail and wholesale) 
17 Service and amusement industries 


550 Total 








18,991 —28 
48,388 —4 
12,742 —29 
11,898 —8T 
15,777 —20 
23,880 —13 
1,415,786 1,240,595 —12 

56,025 +45 —32 

49,238 —45 

17,588 11,768 —33 


$1,538,632 $1,317,604 





























19,415 
14,118 


$1,014,370 














* Net income is reported before depletion charges in some cases. 
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It will be seen that revenues from sales and 
other sources aggregated approximately $9,436 
million, an increase of $2,524 million or 37 per 
cent over the first quarter of a year ago. 

Total costs for labor, materials, and all other 
expenses, except federal income taxes, amounted 
to $7,865 million, an increase of $1,839 million 
or 31 per cent. 

Income of $1,571 million before taxes was up 
$685 million or 77 per cent. 

Liability for federal income and excess profits 
taxes jumped from $345 million to $930 million, 
or by 170 per cent. Whereas such taxes took an 
average of 39 per cent of operating income in the 
first quarter of 1950, they took 59 per cent this 
year —equal to ten cents out of every sales 
dollar. Present rates are 47 per cent for the 
normal tax and surtax, plus 30 per cent on those 
earnings defined by law as “excess profits”. Of 
the latter, the government thus takes over three- 
quarters. 

Net income after taxes of $641 million in- 
creased only $100 million or 18 per cent. Since 
net income increased less than gross income, the 
average profit margin for the group was nar- 
rowed, as shown in the table, from 7.8 to 6.8 
cents per sales dollar. On the increment of $2,- 
524 million in additional sales, the average profit 
margin was only 4.0 cents per sales dollar. 

These figures reveal how the tremendous ex- 
pansion that took place in the dollar volume of 
sales permitted manufacturers generally to offset 
the persistent rise in production costs, which 
otherwise would have squeezed profit margins 
much more, or wiped them out entirely. The 
relatively high earnings, in turn, continued to 
be the major source of funds for financing the 
further expansion made this year in plant and 
equipment. 

A number of corporate executives at annual 
shareholders’ meetings held last month called 
attention to the less favorable earnings compari- 
sons that may be expected as a result of the 
curtailment from boom levels now taking place 
in civilian goods production and the conversion 
to military orders. Industrial costs have risen so 
materially during recent years that even a mod- 
erate recession in volume might bring about an 
unusually sharp cut in net earnings and in avail- 


able funds. 


The Bond Market 


April saw the further effective development of 
the Treasury-Federal Reserve “Accord” which 
had been announced March 3 and followed by 
successive withdrawals of Federal Reserve price 





supports under the government bond market. 
One part of the “Accord” was the decision to 
give holders of the $19.7 billion Seventh War 
Loan and Victory War Loan 2%s, both issues of 
restricted marketability, the opportunity to con- 
vert their bonds into a new type of 24-29 year 
nonmarketable 2%s. Since the two issues of 2%s 


.. mature in June and December of 1972, an addi- 


tional return of % per cent was offered to the 
holder who would accept a 7% or 8 year exten- 
sion of maturity. The new bonds carry no cash 
redemption privilege prior to maturity, though 
they may be exchanged at any time over their 
life for 1% per cent five-year Treasury notes of 
the regular marketable type. 


Subscription books on the conversion were 
opened for a two week’s period, March 26 to 
April 6. On April 18 the Secretary of the Treas- 
ury was able to announce that public subscrip- 
tions reached $8 billion. Officials previously had 
indicated that they would consider a $4 or $5 
billion conversion very good. Life insurance 
companies alone converted more than $2% bil- 
lion. Apart from $8 billion of public subscrip- 
tions, the Federal Reserve Banks and Treasury 
investment accounts converted $5.6 billion of the 
2%s, bringing the total new issue of nonmarket- 
able 2%s beyond $13% billion. There remain 
outstanding, unconverted, only $2 billion of the 
Seventh War Loan and a little over $4 billion 
of the Victory Loan. 


The new, nonmarketable 2%s represent the 
longest term government securities presently 
outstanding and also the largest single issue 
The hope and reasonable expectation is that, 
barring emergencies, they will be put away by 
their holders for keeps. In any event, an im- 
mediate object was achieved of decisively cut- 
ting down the volume of 2%s that might be put 
on the market for sale, and making the transition 
to a freer market more manageable and orderly. 


Bond Price Movements 


During the period the books were open for 
exchange subscriptions, March 26 to April 6, the 
Federal Reserve Banks provided support at 
99 1/16 for the two issues involved. Selling 
pressure was continuous from holders pressed 
for cash to cover investment commitments or 


apprehensive of further price decline. Many 
speculative holdings, acquired on the assumption 
that par pegs would be held and that the only 
way prices could go was up, were also liquidated 


in this period. After the conversion was com- 
pleted, the Federal Reserve found means to dis- 
courage selling by backing away from the mar- 
ket. Over a period of nine trading days, April 
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9-19, prices of the unconverted Seventh War 
Loan and Victory Loan were permitted to de- 
cline from 99 1/16 to 97%. er bonds in the 


restricted class, both 2%s and 2%s, followed a 
similar pattern under similar influences and 
closed on April 19 in the range of 97 to 98. At 
this point buying came into the market, selling 
subsided, and there was a brisk rally. 


RESTRICTED 
ISSUES 


UNRESTRICTED 
ISSUES 


2s 
SEPT 56-59 
13¥4 % NOTES 
DEC. 


10 20 3 10 20 
MARCH APRIL 


Daily Closing Bid Quotations 
Selected Government Security Issues 


The accompanying chart shows daily price 
movements for March and April of five selected 
government security issues, two of the restricted 
type and three unrestricted. The longest-term 
unrestricted bond, the 2%s of September, 1967- 
72, which went from 103 to 101 during March, 
traded as low as 99% on April 19. The 2%s of 
September 1956-59, which commanded a pre- 
mium of 2 points at the beginning of March and 
one of % point at the end, briefly dipped below 
par on the 19th. Bonds and notes maturing with- 
in five years showed only moderate fluctuations. 
The several issues of 2s, all due in the next few 
years, held close to par. The 1% per cent notes 
due in December 1955, and other issues of in- 
termediate term, ended April higher than they 
had started out at the beginning of the month. 


As the following table shows, the Federal Re- 
serve Banks bought $334 million government 
securities in the four weeks ended April 25 
compared with $725 million in four weeks of 
March. The main purchases were long-term re- 
stricted 2%s acquired up to April 6 when books 
were closed on the conversion offer. The au- 
thorities allowed these purchases to build up 
surplus funds in the money market which 
helped satisfy desires among investors for better 
——. discouraged panicky selling, and gave 
aid to the restabilization of the long-term market. 
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The surplus funds increased demands for Treas- 
ury bills and notes maturing later this year. The 
Federal Reserve supplied moderate amounts 
of these securities to the market. 
Federal Reserve Open Market Operations 
(In Millions of Dollars) 
Holdings—————_ Monthly Changes 
Feb. 28 Mar. 28 Apr. 25 Mar. 28 Apr. 25 
195119511951 1951 1951 


a 599 1,425 +72 —174 
Notes 14,961 14,974 + 18 
Bonds* : 
0—5 yrs. 1,579 
B10 YTS. cece 987 + 
Over 10 yrs. 2,827 +574 +458 


Total 21,881 22,606 +125 +4884 
* Classification based on maturity or first optional call date. 
While short-term money rates were generally 

unchanged during April, yields on long-term 

bonds of all types showed increases ranging up 
to % per cent: 


14,945 — 29 


1,602 
1,030 
3,401 


+ 23 


+71 
+ 43 2 





Bond Yields 


March 2 March 30 April 30 
Unrestricted U. S. Governments 
1%s, Dec. 1955 (Motes) ccc 1.78% 2.01% 1.99% 
2%4s, Sept. 1956-59 .......... 1.83 2.14 2.09 
ee D.C) eC 2.41 2.47 


Restricted U. S. Governments 
244s, June 1959-62 aw RAT 2.36 2.49 
2%s, Dec. 1967-72 ..... x 2.55 2.65 


Corporate and Municipal 
AAA corporate bonds* 2.69 2.85 2.88 
Baa corporate bONdS* nnn 8.18 3.28 3.38 
High grade municipal bonds .. 1.65 1.94 2.08 


* Moody’s Investors Service. ¢ Standard & Poor’s Corporation. 
Financing Ahead 


With the passage of time attention naturally 
is shifting to the concentration of marketable 
debt maturities which the Treasury has coming 
up from June 15 through December 15, and 
which will have to be taken care of by the offer 
of new securities in exchange. This has been 
referred to as a $52 billion problem, but $18 
billion of the total is made up of weekly issues 
of Treasury bills. Bills have been in good de- 
mand and constitute no real problem. Even the 
balance of $39 billion, in notes and bonds, is an 
overstatement of the refunding problem as the 
makeup of the amount suggests. 

As the next table shows, Federal Reserve Banks 
and Treasury investment accounts jointly hold 
$12 billion of the securities involved. These pre- 
sumably will be exchanged for whatever the 
Treasury offers. Moreover, of the public hold- 
ings of $27 billion, only $17 billion definitely falls 
due this year. The other $10 billion is repre- 
sented by the public holdings of bonds which 
are callable at the option of the Treasury, 
mainly fully taxable 2 ed cents. They can be 
left outstanding, according to their terms, for 
some years longer if the Treasury should so elect. 
The hard core of the problem is thus under $20 
billion. 
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1951 Treasury Refunding Schedule 
(In Millions of Dollars) 


Government 
Investment Held by 

Total Accts. & 
Outstanding F.R. Banks 


General 
Pablic 
Fixed Maturities: 
2%% bonds called June 15°... $ 1,627 t 1 
14% notes due July 1 8,445 1,716 
14% notes due Ang. 1 5,351 1,761 
144% notes due Oct. 1 1,918 14 
144% notes due Oct. 15.0... = 5,941 4,676 
1¥%% notes due Nov. 1... + 5,258 8,377 


Fixed Maturity Subtotal__— $28,535 


Redeemable at Treasury’s Option: 


2 9% bonds callable Sept. 15 .. 7,986 625 1,861 
: % bonds callable Sept. 15%. t 155 
2 


$ 1,626 





$11,545 $16,990 


%4% bonds callable Dec, 15°. s t 1,118 
% bonds callable Dec. 15 — 7 503 


Grand Total $38,904 $12,177 


* Partially tax exempt. f Less than $500,000. 


Source: U.S. Treasury Bulletin. Distribution of holdings is 
as of January 81, 1951, but there has 
significance since that time. 


The Treasury has most immediately ahead the 
problem of deciding what to offer. holders of 
bonds and notes maturing on June 15, July 1, 
and August 1, in order to obtain favorable ex- 
change percentages. Public holdings of these 
amount to $12 billion, mostly in the hands of 
corporations, banks, and foreign governments, 
to whom they represent secondary cash reserves. 
One obvious choice is to offer short-term paper 
designed to meet demands of this type. 


Aside from forthcoming exchange offerings, 
the Treasury faces a period of deficit operations 
from July through December which will require 
some new money borrowings. The immediate 
cash position is strong. The record flow of tax 
revenues in the early months of this year gave 
the Treasury on April 24 a cash balance of $7.2 
billion. As the accompanying table brings out, 
this is an improvement of $1.7 billion since June 
80, 1950 despite a reduction in the meantime of 
$2.7 billion in the public debt. If there is some 
restraint in government spending, the major 
needs to borrow later this year will be to find 
funds to pay off Savings bonds, Savings notes, 
marketable notes presented for payment at ma- 
turity, and bonds that may be called for retire- 
ment. 





$26,727 


been no change of major 


Effects on Credit Supply 


While interest rates remain very low, by any 
historical standard, borrowers and lenders are 
aware that money is less easy to get than it was 
only a few weeks ago. The key to this whole- 
some change lies in the bond market drop which 
was allowed to go considerably further than 
almost anyone had anticipated. 

Many people had assumed that the guaran- 
teed prices of par or better would be good for- 
ever, or, if not, that a fixed floor fractionally 
under par would be established. Although the 


Public Debt Transactions and Treasury Cash Position 
July 1, 1950 to April 24, 1951 
(In Billions of Dollars) 
Cash balance on June 80, 1950_...._._.__. 9 5.5 
Budget surplus, 7/1/50 to 4/24/51 4A 
Borrowings: 
Direct from gvt. agencies and trust funds 


Savings bonds: 


Special sales* 
Regular sales 
Accrued di 














Savings note sales 
Treasury bills 





Gross available funds —........... 


Debt retirements: 
Savings bonds 
Savings notes 
Postal Savings notest 
Armed forces leave bonds 
Matured Treasury certificates —............ 
Treasury bonds due or called for payment 


Cash balance on April 24, 1951 








$e tO Sr 0M 
anmrore 


* To institutional investors, October-December, 1950. 
Redeemed for Postal Savings System mainly to provide 
funds for purchasing bonds in the open market. 





authorities put up a resistance to the price de- 
cline, through purchases at petccnaA w lower 
levels, their actions conveyed a clear impression 
to the market that no particular price level was 
considered important enough to justify unlim- 
ited purchases. Heavy offerings found them 
ready to give ground and this led sellers either 
to withdraw their offerings or to look for outside 
buyers, tempted by the improved yields, to take 
them up. 

All the signs were that the authorities wanted 
to get out of the business of manipulating and 
supporting the long-term bond market. The 
holder of marketable government bonds has 
been rather forcibly reminded that the Treasury 
promises no more than payment of interest and 
principal when due and that the obligation he 
holds contains no guarantee against adverse 
price fluctuations. There is increased caution 
abroad, not only among lenders but also among 
borrowers conscious of the more selective atti- 
tude on the part of the lender. The dollar in 
hand is held in higher esteem because the bor- 
rowed dollar does not come so easy. The sav- 
ings institution is using less effort to hunt out 
profitable new outlets for funds and more effort 
to attract new funds. This is all to the good in 
a time of inflation. 


Voluntary Credit Restraint Program 


The Voluntary Credit Restraint Program, for- 
tuitously, was officially launched March 9 dur- 
ing the course of the bond price unpegging. It 
provides guides to financing institutions on 
where, in the broader public interest, credit 
should be withheld. Two points of special em- 
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phasis in the program thus far have been credits 
to carry inventories beyond reasonable amounts, 
and credits for capital expenditure. On inven- 
tory loans, the recent slowing in retail demand 
has usefully reinforced the caution of both lend- 
ers and borrowers. 


On loans for expansion, the need is to cut 
back the $24 billion which business has expected 
to spend during 1951 for new productive facili- 
ties. This total, if realized, would be nearly one- 
fourth above the previous record of $19.2 bil- 
lion in 1948, and in excess of the prospective 
supply of savings, corporate and individual. If 
we are to avoid further inflation the $24 billion 
will have to come down, and by cutting out less 
important projects. Likewise, the large outlays 
planned by States and municipalities will have 
to be pruned. 

The responsibility for accomplishing such a 
cutback is shared not only by private borrowers 
and lenders, but also by government agencies 
which are concerned with allocating materials 
or are participants in the lending business. We 
will not have credit restraint if government 
lending and loan-guaranteeing agencies spring 
to the rescue of every marginal enterprise that 
encounters difficulties of financing. 


The bond unpegging, and the Voluntary 
Credit Restraint Program, take time to work and 
to show effects in credit statistics. It takes time 
to reappraise lines of credit, and weeks and 
sometimes months to work off forward commit- 
ments. Moreover, the power of demand for 
credit, amplified by rising prices and expecta- 
tions of still higher prices, is not to be under- 
estimated. As a levelling trend in weekly bank 
loan figures suggests, the momentum of credit 
growth has been checked for the present. The 
longer term result rests in the area of govern- 
ment expenditures, discussed in the following 
article, and in the area of capital expenditure. 
Without wise policies in those areas it will be 
difficult indeed to keep the volume of bank credit 
stable. 


Revised Budget Outlook 


Revised estimates by Secretary Snyder of 
Treasury receipts and expenditures for the fiscal 
years 1951 and 1952, and a new estimate by the 
Congressional staff of tax experts headed by 
Colin F, Stam, both published last month, indi- 
cate a welcome change in the fiscal outlook. 

Secretary Snyder, in his statement to the House 
Ways and Means Committee on April 2, dis- 
closed that the Treasury now expects to end the 
current fiscal year on June 80 with a surplus of 





around $3 billion, instead of the deficit of $2.7 
billion predicted in the January budget. Includ- 
ing social security taxes treated as trust fund 
transactions, the Secretary's estimate indicates 
that the Treasury may end this year with an 
overall cash surplus of possibly $5 billion. 


The shift of $5.6 billion for the better in the 
Treasury estimate of ordinary budget receipts 
and expenditures within a few months reflects 
changes on both sides of the ledger. On the 
revenue side March receipts proved to be much 
larger than had been estimated and indicated 
that total receipts for this full fiscal year might 
be about $2.7 billion better than forecast. This, 
Mr. Snyder explained, was due primarily to 
unexpectedly heavy receipts of individual and 
corporate income taxes, plus excise taxes, swelled 
by the wave of scare buying following the 
Korean outbreak. 


On the expenditure side, the Treasury esti- 
mate for this fiscal year has now been lowered 
by $2.9 billion. This reflects partly a lag, as many 
people anticipated, in the rise of military dis- 
bursements and partly the sharp economic up- 
turn, making possible reductions in certain civil- 
ian programs, including outlays for farm price 
support and for veterans’ aid. 

As to the fiscal year 1952, the Secretary stated 
that “in the absence of unexpected develop- 
ments” revenues are now estimated at about $3 
billion higher than previously. No revised fig- 
ures were given as to expenditures in fiscal ’52, 
but if these are unchanged, the revenue increase 
would cut the budget deficit from the $16.5 
billion originally forecast to $13.1 billion. 


Later in the month the Congressional tax ex- 
perts issued a report containing estimates of 
receipts that were even higher, amounting for 
fiscal 51 to $47.8 billion and for 52 to $60.9 
billion. On this basis the surplus for ’51 would 
be raised to $3.5 billion, while the deficit for 
"52 would be cut to $10.7 billion. 


The following table compares the original 
budget estimates for 1951 and 1952 with the 
Treasury’s latest estimates and those of the Con- 
gressional tax experts: 


U. S. Budget Estimates for the Fiscal Years 
1951 and 1952 
(In Billions of Dollars) 
January April Stam 
Budget Revision Estimate 
Fiscal 1951 
Total expenditures —...... $47.2 . $44.3 
Total receipt 44.5 K ¥ 
Surplus or deficit —2.7 
Fiscal 1952 
Fre expenditures pode 








71.6 
P 55.1 
Surplus or deficit —16.5 
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In the light of the improvement in the budget 
outlook, Secretary Snyder expressed the Admin- 
istration’s willingness to scale down from $16.5 
to $10 billion the tax increases that had been 
asked for this year. 


No Basis for Complacency 


It goes without saying that this brightening in 
Treasury prospects, while gratifying, affords no 
basis for complacency. A deficit of $10 billion 
is still an enormous figure. Moreover, satisfac- 
tion in the indicated betterment must be tem- 
pered by realization that a good part of the 
increased revenue yield is attributable to infla- 
tion; and this of course is the very condition we 
are trying to avoid. Considering the fact that 
what we probably face is not a relatively short, 
all-out war effort, but a period of partial mobili- 
zation that may last for years, there is no excuse 
for running a deficit at all. We should pay the 
defense bill as we go along. 


Thus the real question comes back to decid- 
ing on how we are going to balance the budget 
— whether by postponing or foregoing programs 
and projects that we could do without, or by 
loading on more taxes. If, as Secretary Snyder 
says, we face a deficit of $10 billion, a cut in 
expenditures of $3 billion would reduce the new 
taxes required to $7 billion. If spending were 
cut $5 billion, the required tax increase would 
be $5 billion. 


Congressional Economy Moves 


Recent reactions by Congress to spending pro- 
posals appear to indicate a stronger sentiment 
for cutting expenditures. The House of Repre- 
sentatives last month approved the $6.4 billion 
supplemental appropriations requested for the 
armed forces for the balance of this fiscal year, 
but shaved $4.5 million from the $46.8 million 
additional requested for the Atomic Energy 
Commission. It voted a 43 per cent slash in the 
$843 million supplemental appropriations for 
various other agencies, including a 90 per cent 
cut in the $97 million sought by the State De- 
partment for expansion of the “Voice of America” 
program. The House Appropriations Commit- 
tee indicated its support for the aims of this 
program, but criticized the operation severely 
on the grounds of mismanagement and poor 
planning. It recommended that the State De- 
partment come back with “a more intelligent” 
and “better planned program.” 

The House also cut by more than 50 per cent 


the $403 million asked for the civil defense pro- 
gram. Its Committee charged that the p 


still appeared to be of a “nebulous” nature and 
coordinated “only slightly” with those of the 
military forces. 


The appropriation sought for a decentraliza- 
tion of federal agencies was disallowed, the 
Committee suggesting that definite planning pre- 
cede grant of funds. 


A $51 million request for administrative funds 
for defense production agencies and activities 
was cut to $38 million. The Committee recom- 
mended absorption of new duties by older 
agencies. 


On April 30 the Senate Appropriations Com- 
mittee concurred with the House in the sharp 
cut in the funds requested for the “Voice of 
America” and made additional cuts in the sup- 
plementary appropriations for the civil defense 
program. 

In a sharply worded criticism of government 
agency spending habits in general, the House 
Appropriations Committee charged that al- 
though “this nation has been in an emergency 
since the end of the war,” nevertheless “all 
agencies of the government resumed business 
as usual, disregarding the varied and continued 
threats to our security.” The executive branch 
itself is not willing to assume the sacrifices it is 
asking the rest of the nation to make, the Com- 
mittee charged. “All agencies, it seems, are will- 
ing to assist in the defense effort provided they 
can continue to carry on their regular activities.” 


(The House Post Office and Civil Service Committee, 
in a report rendered January 1 on an investigation of 
employee utilization in the executive departments and 
agencies, criticized severely many departmental opera- 
tions and found that, in general, “executive agencies 
could do a better job with fewer employes . . . work 
habits are relaxed . . . improved methods and labor- 
saving techniques have not been placed in general prac- 
tice . . . overhead administrative costs have increased 
sharply . . . little or no control is exercised from within 
to enforce economies.” It revealed that “unofficially, 
some of the key budget officers confide that they would 
welcome the opportunity to reduce the budget require- 
ments within their own agencies,” but instead “are 
obliged to bolster the justification for increased appro- 
priation requests.” ). 

In its first action on 1952 appropriation bills 
the House, in March, pared about $40 million 
from the funds requested for the Treasury and 
Post Office Departments. In April the House 
cut by about $100 million the funds asked for 
the Department of Labor and the Social Se- 
curity Agency, although the total of $2.6 billion 
was still $250 million more than they were given 
this year. The Committee complained that it 
was hampered in making cuts by statutory pro- 
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visions for spending beyond its control. Late in 
April the House cut $666 million or 10 per cent 
from the appropriations asked for the executive 
offices and independent agencies. 

In the Senate, the Administration’s request for 
$3 billion additional mortgage insuring authority 
to expand housing in defense areas was cut to 
$1.5 billion, and numerous safeguards inserted 
against abuse by private builders and govern- 
ment agencies. A similarly trimmed-down vers- 
ion of the Administration bill has been stalled in 
the House, awaiting Senate action. While the 
reduction in requested new mortgage insuring 
authority does not appear as a budget saving, it 
limits the creation of additional government 
contingent liability, and has a direct bearing on 
the fight against inflation by restricting the de- 
mands for mortgage credit. 


Joint Committee on the Economic Report 


In its report to Congress on April 2, the Joint 
Congressional Committee on the President’s 
Economic Report, composed of distinguished 
representatives of both Houses and both parties, 
stressed the “paramount need for government 
economy.” 

The Committee declared that “at some point 
taxation itself becomes inflationary”. For, “if tax 
burdens are so great as to shock the sense of 
justice or equality some way is found to avoid 
them or to pass them on into higher prices.” 

Recognizing that we must make whatever 
expenditures are necessary for building a mod- 
ern and efficient military force, the Committee 
nevertheless renounced the idea that everything 
in the defense budget is beyond criticism. “This 
is no time for luxury, waste, or extravagance 
anywhere, not even in the armed services.” With 
new obligational authority asked for the mili- 
tary services and international security now esti- 
mated to total almost $72 billion for 1952, “all 
appropriations and expenditures must be sub- 
jected to continuous and close scrutiny both by 
the Executive and by the Congress.” 

All programs not essential to the defense ef- 
fort, or to maximum civilian productivity, should, 
the Committee declared, “be rigorously cut, if 
not eliminated.” It cited with approval an Amer- 
ican Farm Bureau Federation recommendation 
that 1952 agricultural conservation payments to 
farmers be reduced, and urged reconsideration 
by Congress of the whole question of farm price 
supports and other agricultural subsidies. 

The Committee suggested also digging into 
the area of federal ts to the States, carried 
in the 1952 budget at a total of $2,883,000,000, 


taking pains to enumerate the principal items as 
follows: 

Public assistance, $1,300 million; maternal and child 
welfare, $33.0 million; general and other public health 
assistance, $31.2 million; vocational rehabilitation, $23.0 
million; national school lunch program, $83.5 million; 
low rent housing, $15.0 million; colleges for agricultural 
and mechanic arts, $32.0 million; postwar highway con- 
struction, $500.0 million; airport construction, $21.0 
million; hospital construction, $75.0 million; agricultural 
extension services, $32.0 million; agricultural experiment 
stations, $12.0 million. 

The general level of these programs, the Com- 
mittee said, should be reduced. 

Regarding further proposals in the President's 
Economic Report for new federal expenditures 
for local health services and education — projects 
dear to the heart of the “welfare-staters” — the 
Committee had this to say: 

The Government has undertaken so large an arma- 
ment program, and the prosperity generated thereby has 
in turn so greatly aided the budgets of various State 
and local governments, that the traditional methods of 
financing education and medical aid and public health 
should again be more fully relied upon. 

In the field of defense production, the report 
dashed cold water on Administration proposals 
for more funds for loans for expansion of pro- 
ductive capacity and supplies. Such authority, 
if granted, should, the report said, “be hedged 
with rigid requirements for vital defense neces- 
sity.” Both because “this is an effort likely to 
last for many years,” and because “one of the 
major causes of inflation is excessive credit,” 
the Government “should not embark on an in- 
discriminate loan program.” Moreover, “cor- 
porations and others have more liquid funds 
than ever before.” Business, the report pointed 
out, can secure the equivalent of V loans and 
procurement advances from the Department of 
Defense, “techniques which worked with con- 
siderable success during World War II.” The 
cases in which additional government mone 
should be lent “should be clearly established.” 

Nor did the Committee take kindly to the Ad- 
ministration request for legislative authority for 
direct government construction of industrial 
facilities. Conceding that such authority might 
be necessary in an all-out war, the report never- 
theless warned that “it handicaps our long-run 
chances to maintain a maximum of free, private 
enterprise and reduces our reliance upon the 
creative impetus of private initiative.” Hence 
the Committee’s conclusion —“We recommend 
against this proposal a in limited fields 
where clearly demonstrated to be necessary.” 


Other Areas of Possible Savings 
There are other large areas of possible savings 
in government expenditures. Some of these were 
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outlined in the recent report of the Committee 
on Federal Tax Policy entitled fate apse De- 
fense: Can Expenditures be Reduced?”, referred 
to in these columns a month ago. 


One of the areas calling for scrutiny is the 
$7% billion budgeted expenditures for inter- 
national aid, including military supplies, in 1952, 
plus $11 billion of requested new obligational 
authority. These figures compare with esti- 
mated expenditures in this category for fiscal 
1951 of around $4.7 billion. 


The budget gives few details as to these pro- 
posed expenditures. With foreign gold and dol- 
lar holdings increasing rapidly in consequence 
of our aid programs and heavy purchases of raw 
materials at high prices, there is serious ques- 
tion as to the magnitude of continuing economic 
aid required. Once — as in World War II, 
American dollars are being sprayed to the four 
corners of the globe. The President, in his 
budget message, refers to the continuing need 
of R soar economic assistance to help meet 
urgent problems in various parts of Southeast 
Asia.” In view of this emphasis on pourin 
more money into “undeveloped” areas, the fol- 
lowing extracts from a despatch to the New 
York Times of March 27 are of interest: 


JesseLTon, Norta Borneo, Marcu 26 — The high in- 
come from rubber is seriously disturbing the life and 
economy of North Borneo . . . Production has soared 
and the income from rubber has more than doubled in 
the last year. The result for this colony is too much 
loose money, rising prices, decreased production of other 
products and accentuation of labor shortage . . . 


North Borneo’s scanty worker population is deserting 
other jobs to go to tap rubber. Cooks are abandoning 
kitchens, clerks shedding their office clothes and rice 
growers leaving the fields to get a share of the high 
rubber wages . . . North Borneo tribesmen are at a loss 
to know what to do with their high rubber wages. Many 
collect the montly equivalent of $100 to $200 in United 


States currency — an unheard of sum for a month’s work 


in former days. 


The above is not meant to imply blanket con- 
demnation of continuing economic aid for so- 
called “backward areas”. It does emphasize the 
need for careful discrimination in these pro- 
grams. Moreover, apart from the merits or de- 
merits of particular projects themselves, there 
is always the problem of getting practical and 
competent people to administer them. A danger 
is in trying to do too much too fast, as witness 
the following from New York Times correspon- 
dent Michael L. Hoffman, appearing in that 
newspaper on March 25: 

Geneva, Marcu 24 — The United States Government 


may have been giving Point Four aid to some under- 
developed countries too cheaply. 


At least this is the opinion of some of the non-United 
States officials of international agencies that are activel 
engaged in technical assistance to backward areas 
over the globe... 

“When we go into some countries with a pro and 
lay down certain things that must be done locally before 
we will go ahead we often find that we are ‘outbid’ by 
the Americans who are willing to give money and aid 
without laying down any conditions,” one such expert 
said. The “we” in this case is a United Nations agency 
now engaged in technical assistance work in more than 
thirty countries. 

“This is unfortunate,” the expert continued, “because 
in most cases such aid will be dissipated unless local 
authorities do adopt appropriate administrative or other 
changes in order to make it effective. 

“Too many Americans go into this thing with the idea 
that they have to ‘sell’ technical assistance,” another 
international official observed. “They get so enthusiastic 
that they want to provide experts and even funds before 
the groundwork has been done to make the work effec- 
tive.” 

All this serves to fortify the impression that 
the huge sums budgeted for international aid are 
lavish and should be cut back. 


Still other major expenditure items in the 
1952 budget include the $4.9 billion listed for 
veterans, and the $1.5 billion listed for agricul- 
ture in a year of high agricultural income. Over 
$1 billion is budgeted for river and harbor work, 
reclamation, and public power development, the 
justification for which sould be carefully ex- 
amined both in the light of defense needs and 
of whether, in the case of power development, 
the facilities could be provided by private capi- 
tal willing and able to do the job if relieved of 
government interference. Actually, in two no- 
table instances today, the Department of In- 
terior of the Federal Government is contesting 
the decisions of the Federal Power Commission 
to license two private utility companies to de- 
velop certain hydroelectric projects in Virginia 
and California because the Interior Department 
wants to develop them itself with taxpayers’ 
money. 


Though President Truman has declared that 
the Government “must practice rigid economy 
in its nondefense activities,” it is one thing to 
preach this doctrine and another thing to get 
it put into practice by the army of officials all 
down the line who are seldom inclined to view 


either themselves or any of the operations they 
supervise as non-essential. A small sample of 
how “rigid economy” is practiced in some gov- 


ernment offices appears in a special study re- 

cently released by the Department of Agricul- 

ture from which we quote briefly as follows: 
Young married men and women have a larger amount 


of sports and casual clothing in their wardrobes than 
older people. On the other hand, married men above 
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forty years of age own more dress hats than younger 
men and, in addition, have more special outfits for riding, 
fishing and hunting. The older wives, on their part, own 
more fur coats, house dresses, and hosiery than the 
young wives... 

This edifying disclosure, together with much 
more along the same line, is, we are informed, 
the fruit of one of a series of surveys being con- 
ducted by the Agriculture Department's Bu- 
reau of Human Nutrition and Home Econom- 
ics. A government really in earnest about re- 
ducing non-essential expenditures would be cut- 
ting out everything of this kind. 

Government Lending Operations 

Probably few people in this country realize 
the vast size and widespread ramifications now 
reached by the credit and lending operations of 
the Federal Government. According to a spe- 
cial study appearing in the 1952 Government 
budget document, the total loans, guarantees 
and credit commitments by wholly-owned gov- 
ernment enterprises will amount to $44.4 billion 
at the end of the current fiscal year on June 30; 
and not even this huge total covers everything, 
since for various reasons it excludes numerous 
other agencies under government sponsorship, 
including the Commodity Credit Corporation. 

The total, moreover, is on the rise, the June 
30, 1951, figure indicating an increase of $9% 
billion, or 27 per cent, over the comparable fig- 
ure last year. By June 30, 1952, a further in- 
crease of $4% billion is expected. This is in a 
period of mounting inflationary pressures when 
the authorities are imposing restrictions on 
numerous types of private lending. The fol- 
lowing excerpt from a letter to the editor of the 
Wall Street Journal from a reader in Havana, 
Ark., printed in the issue of January 17, gives a 
homely, grassroots illustration of how govern- 
ment policies are working at cross-purposes: 


I am a farmer owning several hundred acres of land 
and a herd of dairy cattle free of all debt, but when I 


recently asked my bank for a small short-term loan, I 
was told that governmental restrictions had curtailed 
their customer . Banks were being required to 
build up bigger reserves. 


But a neighbor, who doesn’t own anything but an old 
car and whose reputation for industry, thrift and prompt 
payment of his debts is bad, went to a government lend- 
ing setup and borrowed ag oO ge to buy a small 
dairy herd — money that m had denied me and 
had put into governmental securities to head off in- 
flation by pinching off my credit. 

Apart from the question of the effect of govern- 
ment lending operations upon the budget posi- 
tion and the general credit situation, there is 
the question of the competence of government 
in the lending field illustrated by the recent dis- 
closures regarding the R.F.C. 


Perhaps it is not too much to hope that Con- 
gress will at last put the emphasis in the right 
place, namely on cutting expenditures to bal- 
ance the budget and curb inflation, instead of 
letting the stream of spending go on and then 
taxing everyone up to the hilt. Cutting expendi- 
tures is the only 100 per cent effective anti-in- 
flationary way of balancing the budget. Raising 
taxes means raising costs, and thus has mixed 
effects as an anti-inflationary measure. 


Of course, the results on cutting expenditures 
depend on what the legislators in Congress hear 
from the folks back home, both in terms of pres- 
sure for economy and willingness to forego bene- 
fits which the people themselves may be receiv- 
ing. As the policy committee of the United 
States Chamber of Commerce urged at the an- 
nual meeting of the Chamber which began April 
80, reducing non-essential government expen- 
ditures is a responsibility of both business and 
individuals alike. Spending can be lightened 
if the citizens will refrain from seeking govern- 
ment handouts, the committee said, and: “Busi- 
ness should take the lead in promoting a pro- 
gram of self-control”. 


THE NATIONAL CITY BANK OF NEW YORK 








TRAVELING? take this famous safeguard with you... 


NATIONAL CITY BANK 
TRAVELERS CHECKS 


No matter where you travel—or when and how you 
go—convert your cash into National City Bank 
Travelers Checks before you leave. Millions of 
experienced travelers have carried them for nearly 
a half century. . . that’s why NCB Travelers Checks 


are used and accepted in all countries. Unlike 
cash, they protect you, for you get a prompt refund 
in full, if the checks are lost or stolen! 

Convenient denominations — $10-$20-$50 and 
$100. Cost 75¢ per $100. Good until used. 


THE NATIONAL CITY BANK OF NEW YORK 
Burst tn World Wile Banking 


Head Office: 55 Wall Street, New York 15, N. Y. 


Member Federal Deposit Insurance Corporation 





Argentina 
Buenos Aires 
502 Bartolomé 
Mstre 
Flores 
Plaza Once 
Rosario 


Brazil 

Rio de Janeiro 

Porto Alegre 

Recife 
(Pernambuco) 

Salvador 
(Bahia) 

Santos 

Sao Paulo 





Canal Zone 
Balboa 
Cristobal 

Chile 
Santiago 
Valparaiso 

Colombia 
Bogota 
Barranquilla 
Medellin 

Cuba 


Havana 
402 Presidente 
Zayas 
Cuatro Caminos 
Galiano 
La Lonja 
Caibarien 





53 OVERSEAS BRANCHES 


Cardenas 
Manzanillo 
Matanzas 
Santiago 
England 
London 
117 Old Broad St. 
West End 
11 Waterloo Place 
France 
Paris 
(International 
Banking Corporation) 
Hong Kong 
Hong Kong 
India 
Bombay 


67 Branches throughout Greater New York 








Calcutta 


Japan 
Tokyo 
Nagoya 
Osaka 
Yokohama 


Mexico 
Mexico City 
54 Avenida Isabel 
la Catéblica 
Republica 
Peru 
Lima 


Philippines 
Manila 
Juan Luna 
Port Area 
Cebu 
Clark Field 





Puerto Rico 
San Juan 
Arecibo 
Bayamon 
Caguas 
Mayaguez 


Ponce 


Rep. of Panama 
Panama 


Singapore 
Singapore 


Uruguay 
Montevideo 


Venezuela 
Caracas 





Printed in U. 








eh 


